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NOTE
This statement of position presents the recommendations of the AICPA
Insurance Companies Committee regarding the application of generally
accepted auditing standards to audits of financial statements of insurance
enterprises. Members of the AICPA Auditing Standards Board have found
the recommendations in this statement of position to be consistent with
existing standards covered by rule 202 of the AICPA Code of Professional
Conduct. AICPA members should be prepared to justify departures from
the recommendations in this statement of position.
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The Auditor's Consideration
of Regulatory Risk-Based Capital
for Life Insurance Enterprises
Introduction and Scope
1. Life insurance enterprises operate in a highly regulated
environment. The regulation of life insurance enterprises is directed
primarily toward safeguarding policyholders' interests and maintaining public confidence in the safety and soundness of the life
insurance system. One of the primary tools used by state insurance
departments for ensuring that those objectives are being achieved is
risk-based capital (RBC).
2. This Statement of Position (SOP) addresses the auditors'
responsibility that arises from the RBC requirements imposed on life
insurance enterprises. These RBC requirements affect audits of life
insurance enterprises in the following three primary areas:
a.

Audit planning

b.

Going-concern considerations

c.

Other reporting considerations

Overview of Risk-Based Capital
3. Regulation of life insurance enterprises has historically focused
on their capital. The National Association of Insurance Commissioners (NAIC) requires life insurance enterprises to disclose RBC
in their statutoryfilings.The RBC calculation serves as a benchmark
for the regulation of life insurance enterprises' solvency by state
insurance regulators. RBC requirements set forth dynamic surplus
formulas similar to target surplus formulas used by commercial rating
agencies. The formulas specify various weighting factors that are
applied to financial balances or various levels of activity based on the
perceived degree of risk. Such formulas focus on four general types
of risk:
5

a.

The risk related to the insurer's assets (asset or default risk)

b.

The risk of adverse insurance experience with respect to the
insurer's liabilities and obligations (insurance or underwriting risk)

c.

The interest rate risk from the insurer's business (asset/liability
matching)

d.

All other business risks (management, regulatory action, and
contingencies)

The amount determined under such formulas is called the authorized
control level RBC (ACLC).
4. RBC requirements establish a framework for linking various
levels of regulatory corrective action to the relationship of a life insurance entity's total adjusted capital (TAC) (equal to the sum of statutory
capital and surplus and such other items, if any, as the NAIC's RBC
instructions1 may provide) to the calculated ACLC. The levels of
regulatory action, the trigger point, and the corrective actions are
summarized as follows:
Risk-Based Capital Levels and Corrective Actions
Level

Trigger

Corrective Action

Company
Action Level
RBC (CALC)

TAC is less than or
equal to 2 X ACLC,
or TAC is less than or
equal to 2.5 X ACLC
with negative trend

The life insurance enterprise
must submit a comprehensive plan to the insurance
commissioner.

Regulatory
Action Level
RBC (RALC)

TAC is less than or
equal to 1.5 x ACLC,
or unsatisfactory
RBC Plan

In addition to the action above,
the insurance commissioner is
required to perform an examination or analysis deemed
necessary and issue a corrective
order specifying corrective
actions required.

1

The NAIC's RBC instructions may be amended by the NAIC from time to time in accordance with procedures adopted by the NAIC.
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Trigger

Corrective Action

Authorized
Control Level
RBC (ACLC)

TAC is less than or
equal to 1 x ACLC

In addition to the actions
described above, the insurance
commissioner is permitted but
not required to place the life
insurance enterprise under
regulatory control.

Mandatory
Control Level
RBC (MCLC)

TAC is less than or
equal to .7 x ACLC

The insurance commissioner
is required to place the life
insurance enterprise under
regulatory control.

Level

5. Under the RBC requirements, the comprehensive financial
plan should—
a.

Identify the conditions in the insurer that contribute to the
failure to meet the capital requirements.

b.

Contain proposals of corrective actions that the insurer intends
to take and that would be expected to result in compliance with
capital requirements.

c.

Provide projections of the insurer's financial results in the current
year and at least the four succeeding years, both in the absence
of proposed corrective actions and giving effect to the proposed
corrective actions.

d.

Identify the key assumptions impacting the insurer's projections
and the sensitivity of the projections to the assumptions.

e.

Identify the quality of, and problems associated with, the insurer's
business, including but not limited to its assets, anticipated business growth and associated surplus strain, extraordinary exposure
to risk, mix of business, and use of reinsurance in each case, if any.

Audit Planning
6. The objective of an audit of a life insurance enterprise's financial statements is to express an opinion on whether they present fairly,
in all material respects, the enterprise's financial position, results of
operations, and cash flows in conformity with generally accepted
accounting principles (GAAP). To accomplish that objective, the
auditor assesses the risk that the financial statements contain material
misstatements and plans and performs audit procedures to provide
7

reasonable assurance that the financial statements are free of material
misstatements. Because of the importance of RBC to life insurance
enterprises, RBC should be considered in assessing risk and planning
the audit. The auditor should ordinarily obtain and review the client's
RBC reports and should understand the RBC requirements for preparing such reports and the actual regulations associated with RBC.

Going-Concern Considerations
7. Statement on Auditing Standards (SAS) No. 59, The Auditors
Consideration of an Entity's Ability to Continue as a Going Concern
(AICPA, Professional Standards, vol. 1, AU sec. 341), requires auditors
to evaluate, as part of every audit, whether there is substantial doubt
about the ability of the entity to continue as a going concern for a
reasonable period of time, not to exceed one year beyond the financial
statement date. A significant consideration in the auditor's evaluation
of a life insurance enterprise's ability to continue as a going concern
is whether the enterprise complies with regulatory RBC requirements.2
8. In view of the serious ramifications of noncompliance with
regulatory RBC requirements for life insurance enterprises (see paragraph 4), such failure is a condition that indicates that there could be
substantial doubt about the entity's ability to continue as a going concern for a reasonable period of time. Accordingly, the auditor should
obtain information about management's plans that are intended to
mitigate the adverse effects of the noncompliance with regulatory
RBC capital requirements or events that gave rise to the condition
and assess the likelihood that such plans can be implemented. In
evaluating management's plans, the auditor should consider—
a.

The life insurance enterprises existing regulatory capital position.

b.

Whether a comprehensive financial plan has been filed and, if so,
whether it has been accepted by the regulators.

2

Auditors should evaluate a life insurance enterprise's ability to continue as a going concern
even if the enterprise meets the minimum RBC standards. There are other conditions and
events that may indicate that there could be substantial doubt about a life insurance enterprise's ability to continue as a going concern, such as recurring operating losses, indications
of strained liquidity, concerns expressed by regulators, and indications of strained relationships with regulators. However, this SOP discusses only failure to meet RBC standards.

8

9. The auditor should consider the amount of any RBC capital
deficiency. In general, the lower the ratio of total adjusted capital to
authorized control level RBC, the greater the doubt about the enterprise's ability to continue as a going concern for a reasonable period.
The auditor should, however, also assess the likelihood that the life
insurance enterprise's regulatory capital position will improve or
deteriorate in the next twelve months.
10. The auditor should also consider the nature or source (asset
quality, underwriting, asset/liability matching, or other) of the deficiency. Curing deficiencies from certain sources may be more within
the control of the management of the life insurance enterprise than
curing deficiencies from other sources.
11. Furthermore, the auditor should ascertain whether a comprehensivefinancialplan has been filed and accepted by the commissioner.
If the commissioner has accepted the comprehensive financial plan,
the auditor should identify those elements of the comprehensive
financial plan that are particularly significant to overcoming
the adverse effects of the failure to comply with regulatory RBC
requirements and should identify and perform auditing procedures
to obtain evidential matter about the significant elements. For
example, the auditor should consider the adequacy of support
regarding an enterprise's ability to obtain additional capital or a
planned disposal of assets. When prospective financial information is particularly significant to management's plans, the auditor
should request that management provide the information and should
consider the adequacy of support for significant assumptions that
underlie it. Further, the auditor should identify those elements of
the comprehensive financial plan and conditions placed on the life
insurance enterprise by the commissioner that are most difficult to
achieve and consider the likelihood that the life insurance enterprise
will not be able to implement the elements successfully.
12. If the commissioner has rejected the comprehensive financial
plan, the auditor should consider the commissioner's reasons for
rejecting it, any revisions proposed by the commissioner to render
the comprehensive financial plan satisfactory, management's intentions for revising the comprehensive financial plan, and possible
regulatory sanctions. If the commissioner has not yet notified the
insurer whether the comprehensive financial plan has been
9

accepted, 3 the auditor should review related communication
between the commissioner and the life insurance enterprise and
make inquiries of both management and regulatory officials to determine the current status of the comprehensive financial plan. If
the life insurance enterprise has not filed a financial plan with the
commissioner,4 the auditor should make inquiries of management
officials about their comprehensive financial plan and their plans
for filing.
13. After the auditor has evaluated management's plans, the
auditor should conclude whether substantial doubt about the life
insurance enterprise's ability to continue as a going concern for a
reasonable period of time remains or is alleviated. This is often a complex judgment requiring considerable professional experience.
Substantial Doubt Remains
14. If the auditor concludes that substantial doubt about the life
insurance enterprise's ability to continue as a going concern for a
reasonable period of time remains, the auditor should (a) consider
the possible effects on the financial statements and the adequacy of
the related disclosures5 and (b) modify his or her report.
Independent Auditor's Reports
15. The auditor's report should either (a) include an explanatory
paragraph (following the opinion paragraph) to reflect the auditor's
conclusion about the existence of substantial doubt that the entity
can continue as a going concern for a reasonable period of time (see
paragraph 17) or (b) disclaim an opinion (see paragraph 18).
16. The illustrative auditors' reports in this SOP are presented to
assist auditors in drafting their reports under various RBC circumstances. Each illustration intentionally describes the same general
3

The RBC Requirements require the commissioner to notify the insurer whether the comprehensive financial plan is accepted or is unsatisfactory within sixty days of submission of the plan.
4 The

RBC Requirements require that a comprehensive financial plan be filed with the
commissioner within forty-five days of the failure to meet RBC standards.

5

Auditors of publicly held life insurance enterprises should consider SEC Financial Reporting
Release No. 16, Rescission of Interpretation Relating to Certification of Financial Statements,
which s t a t e s , . .filingscontaining accountants' reports that are qualified as a result of questions
about the entity's continued existence must contain appropriate and prominent disclosure of
the registrant's financial difficulties and viable plans to overcome these difficulties."
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fact situation to avoid suggesting that particular facts always lead to a
particular form of opinion. The appropriate form of opinion depends
on the auditor's judgment as to the severity and most probable outcome of the matter described.
17. The following is an illustration of an auditor's report (unqualified opinion) on the financial statements of a life insurance enterprise
with an explanatory paragraph added because of the existence of
substantial doubt about the enterprise's ability to continue as a
going concern.
Independent Auditor's Report6
To the Board of Directors and Shareholders
ABC Life Company
We have audited the accompanying balance sheets of ABC Life Company as of December 31, 19X2 and 19X1, and the related statements
of income, changes in stockholders' equity, and cash flows for the
years then ended. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.
In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of ABC Life Company as of December 31, 19X2 and 19X1, and the results of its
operations and its cash flows for the years then ended in conformity
with generally accepted accounting principles.

6

The circumstances described in the fourth paragraph of this illustrative report represent
assumptions made for purposes of illustration only. They are not intended to provide criteria
or other guidelines to be used by independent auditors in deciding whether an explanatory
paragraph should be added to their reports.
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The accompanying financial statements have been prepared assuming that ABC Life Company will continue as a going concern. As
discussed in Note XX to the financial statements, [State of Domicile's
Insurance Regulatory Body] imposes risk-based capital requirements
on life insurance enterprises, including the Company. At December 31, 19X2, the Company's total adjusted capital is at the company
action level based on the risk-based capital calculation required by
[State of Domiciles Insurance Regulatory Body]. The Company has
filed a comprehensive financial plan with the commissioner outlining
the Company's plans for attaining the required levels of regulatory
capital by December 31, 19XX. To date, the Company has not
received notification from the commissioner regarding acceptance
or rejection of its comprehensive financial plan. Failure to meet the
capital requirements and interim capital targets included in the
Company's plan would expose the Company to regulatory sanctions
that may include restrictions on operations and growth, mandatory
asset dispositions, and placing the Company under regulatory
control. These matters raise substantial doubt about the ability of
ABC Life Company to continue as a going concern. The ability of the
Company to continue as a going concern is dependent on many factors,
one of which is regulatory action, including ultimate acceptance of
the Company's comprehensive financial plan. Management's plans in
regard to these matters are described in Note XX. The financial
statements do not include any adjustments that might result from the
outcome of this uncertainty.
[Signature]
[Date]

18. SAS No. 59 states that inclusion of an explanatory paragraph
(following the opinion paragraph) in the auditor's report as described
above serves adequately to inform users of the financial statements
of the auditor's substantial doubt. Nonetheless, SAS No. 59 does not
preclude the auditor from declining to express an opinion in cases
involving uncertainties. If the auditor disclaims an opinion, the
uncertainties and their possible effects should be disclosed in an
appropriate manner and the auditor's report should state all of the
substantive reasons for the disclaimer of opinion. The following is an
illustration of an auditor's report containing a disclaimer of opinion as
the result of uncertainties relating to an auditor's substantial doubt
about a life insurance enterprise's ability to continue as a going
concern for a reasonable period of time.
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Independent Auditor's Report7
To the Board of Directors and Shareholders
XYZ Life Company
We have audited the accompanying balance sheets of XYZ Life Company as of December 31, 19X2 and 19X1, and the related statements
of income, changes in stockholders' equity, and cash flows for the
years then ended. These financial statements are the responsibility
of the Company's management. Our responsibility is to report on
these financial statements based on our audits.
We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our report.
The accompanying financial statements have been prepared assuming that XYZ Life Company will continue as a going concern. As
discussed in Note XX to the financial statements, [State of Domicile's
Insurance Regulatory Body] imposes risk-based capital requirements
on life insurance enterprises, including the Company. At December 31, 19X2, the Company's total adjusted capital is at the company
action level based on the risk-based capital calculation required
by [State of Domiciles Insurance Regulatory Body]. The Company
has filed a comprehensive financial plan with the commissioner
outlining its plans for attaining the required levels of regulatory
capital by December 31, 19XX. To date, the Company has not received
notification from the commissioner regarding acceptance or rejection
of its comprehensive financial plan. Failure to meet the capital
requirements and interim capital targets included in the Company's
plan would expose the Company to regulatory sanctions that may
include restrictions on operations and growth, mandatory asset

7

The circumstances described in the third paragraph of this illustrative report represent
assumptions made for purposes of illustration only. They are not intended to provide criteria
or other guidelines to be used by independent auditors in deciding whether to disclaim an
opinion on financial statements.

13

dispositions, and placing the Company under regulatory control.
These matters raise substantial doubt about the ability of XYZ Life
Company to continue as a going concern. The ability of the Company
to continue as a going concern is dependent on many factors, one
of which is regulatory action, including ultimate acceptance of the
Company's comprehensive financial plan. Management's plans in
regard to these matters are described in Note XX. The financial
statements do not include any adjustments that might result from the
outcome of this uncertainty.
Because of the significance of the uncertainty discussed above, we
are unable to express, and we do not express, an opinion on the financial statements for the year ended December 31, 19X2.
In our opinion, the 19X1 financial statements referred to above
present fairly, in all material respects, the financial position of XYZ
Life Company as of December 31, 19X1, and the results of its operations and its cash flows for the year then ended in conformity with
generally accepted accounting principles.
[Signature]
[Date]

Substantial Doubt Alleviated
19. If the auditor concludes that substantial doubt about the life
insurance enterprise's ability to continue as a going concern for a
reasonable period of time is alleviated, the auditor should consider
the adequacy of disclosure in the financial statements of the principal
conditions or events that initially raised the substantial doubt. The
auditor should follow the guidance in SAS No. 59, paragraphs 10 and 11.
Furthermore, the auditor may wish to add an emphasis of matter
paragraph to the auditor's report (see paragraphs 24 and 25, below).

Other Reporting Considerations
Uncertainties
20. SAS No. 58, Reports on Audited Financial Statements (AICPA,
Professional Standards, vol. 1, AU sec. 508), provides guidance on the
auditor's considerations in deciding whether an explanatory paragraph needs to be added to the auditor's report when the financial
statements are affected by uncertainties concerning future events,
14

the outcome of which is not susceptible to reasonable estimation at
the date of the auditor's report. Actions by government agencies
when a life insurance enterprise fails to comply with regulatory RBC
requirements may be such an uncertainty.
21. The auditor's decision to add an explanatory paragraph to the
auditor's report because of the existence of such an uncertainty that
affects the financial statements is one that requires a high degree of
professional judgment. Prior to considering whether an explanatory
paragraph should be added to the auditor's report because of the
existence of a material uncertainty, the auditor should have concluded that substantial doubt about the life insurance enterprise's
ability to continue as a going concern does not exist (see paragraphs
7 to 19, above). An explanatory paragraph for a material uncertainty
should not be used for situations in which the auditor's uncertainty
involves substantial doubt about the ability of the life insurance enterprise to continue as a going concern.
22. Because its resolution is prospective, management generally
cannot estimate the effect of the uncertainty on the entity's financial
statements. Uncertainties should not be confused with future events
that generally are susceptible to reasonable estimation by management in preparing financial statements. If the auditor believes that
financial statements are materially misstated as a result of the use of
inappropriate accounting principles, the auditor should express a
qualified or adverse opinion. A scope limitation should result in
a qualified opinion or a disclaimer of opinion.
23. If the auditor decides to include an explanatory paragraph(s)
in the report because of the existence of a material uncertainty that
affects the financial statements, the explanatory language should follow the opinion paragraph and should describe the matter giving rise
to the uncertainty and indicate that its outcome cannot presently be
determined. The explanatory language may be shortened by referring to disclosures made in a note to the financial statements. No
reference to the uncertainty should be made in the introductory,
scope, or opinion paragraphs of the auditor's report. The following is
an illustration of an auditor's report (unqualified opinion) on the
financial statements of a life insurance enterprise with an explanatory
paragraph because of the existence of a material uncertainty as a
result of possible regulatory sanctions.
15

Independent Auditor's Report8
To the Board of Directors and Shareholders
GHI Life Insurance Company
We have audited the accompanying balance sheets of GHI Life
Insurance Company as of December 31, 19X2 and 19X1, and the
related statements of income, changes in stockholders' equity, and
cash flows for the years then ended. These financial statements are
the responsibility of the Company's management. Our responsibility
is to report on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of GHI Life
Insurance Company as of December 31, 19X2 and 19X1, and the
results of its operations and its cash flows for the years then ended in
conformity with generally accepted accounting principles.
As discussed in Note XX to the financial statements, [State of Domiciles
Insurance Regulatory Body] imposes risk-based capital requirements
on life insurance enterprises, including the Company. At December 31, 19X2, the Company's total adjusted capital is at the company
action level based on the risk-based capital calculation required by
[State of Domiciles Insurance Regulatory Body]. The ultimate outcome
of this situation cannot presently be determined. Accordingly, no
adjustments that may result from the ultimate resolution of this
uncertainty have been made in the accompanying financial statements.
[Signature]
[Date]
8

The circumstances described in the fourth paragraph of this illustrative report represent
assumptions made for purposes of illustration only. They are not intended to provide criteria
or other guidelines to be used by independent auditors in deciding whether an explanatory
paragraph should be added to their reports.
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Emphasis of a Matter
24. In some circumstances, the auditor may wish to emphasize a
matter regarding the financial statements, but nevertheless intends to
express an unqualified opinion. An example of such a circumstance is
the failure to comply with regulatory RBC requirements. Prior to
considering whether an emphasis of a matter paragraph should be
added to the auditor's report for a failure to comply with regulatory
RBC requirements, however, the auditor should have concluded that
the matter being emphasized does not create substantial doubt about
the life insurance enterprise's ability to continue as a going concern
(see paragraphs 7 to 19, above) and does not reflect a material uncertainty (see paragraphs 20 to 23, above).
25. Emphasis of a matter should be presented in a separate paragraph of the auditor's report. Phrases such as "with the foregoing
explanation" should not be used in the opinion paragraph in situations
of this type. The following is an illustration of an unqualified opinion
with an emphasis of a matter paragraph regarding the possible effects
of a life insurance enterprise's failure to comply with regulatory RBC
requirements on its financial statements.
Independent Auditor's Report9
To the Board of Directors and Shareholders
D E F Life Company
We have audited the accompanying balance sheets of D E F Life Company as of December 31, 19X2 and 19X1, and the related statements
of income, changes in stockholders' equity, and cash flows for the
years then ended. These financial statements are the responsibility
of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.
We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit

9

The circumstances described in the third paragraph of this illustrative report represent
assumptions made for purposes of illustration only. They are not intended to provide criteria
or other guidelines to be used by independent auditors in deciding whether an emphasis
paragraph should be added to their reports.
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includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.
As discussed in Note XX to the financial statements, [State of Domiciles
Insurance Regulatory Body] imposes risk-based capital requirements
on life insurance enterprises, including the Company. At December 31, 19X2, the Company's total adjusted capital is at the company
action level based on the risk-based capital calculation required by
[State of Domicile's Insurance Regulatory Body].
In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of D E F Life
Company as of December 31, 19X2 and 19X1, and the results of its
operations and its cash flows for the years then ended in conformity
with generally accepted accounting principles.
[Signature]
[Date]

Effective Date
26. This statement of position is effective for audits of life
insurance enterprises' financial statements for periods ending after
December 15, 1993.
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